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AUDIT SUMMARY

Our audit of the Department of Medical Assistance Services (the Department) for the year ended
June 30, 1999, found:

amounts reported in the Commonwealth Accounting and Reporting System for the
Department were fairly stated;

no materia weaknesses in interna controls and its operation, however, we did find
certain matters that we consider reportable conditions;

instances of noncompliance with the selected provisions of applicable laws and
regulations; and

adequate corrective action with respect to audit findings reported in the prior year
except where noted otherwise.

Below are the more significant items we recommended to the Department:

Correct the Patient Intensity Rating System Scores in the Medicaid Management
Information System

Improve Medicaid Information Administration

Review Available Resources for the Upgrade of Oracle Financials
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AGENCY HIGHLIGHTS

The Department of Medical Assistance Services administers the Commonwesalth’s indigent hedlth
care programs. These programs include Medicaid, Indigent Health Care Trust Fund, Income Assistance for
Regular Assisted Living, Involuntary Mental Commitments, Children’s Medical Security Insurance Plan, and
other medical assistance services like HIV Assistance and State and Local Hospitalization. The Department
spent $2.6 hillion on these programs during fiscal year 1999. Below is a breakdown of total expenses by

program.

Indigent Healthcare Trust
Programs Administered by the Department Fund Continuing Income
$9,151,674 Assistance Services
0.36% $1,751,842
0.07%

Medical Assistance
Services(Non-M edicaid)

 ; $11,891,272
M edicaid Program 0.47%
$2,461,612,625
96.34%
Administrative Services
$59,393,382
_ Children's Medical 2.32%
Involuntary Commitment )
Security Insurance
Program $3,918,072
$7,365,675 A

0
0.29% 0.15%

During the last fiscal year, the Department concentrated on four projects requiring significant
resources. These projects included the Department’s efforts to make its systems Y ear 2000 (Y 2K) compliant
and deal with providers, who will not have successfully converted their systems. The Department continued
working on the design and implementation of its Medicaid Management Information System. The
Department continued the implementation of the Children’s Medical Security Insurance Plan and assumed
responsibility for paying certain cost in the Comprehensive Services Act.

SYSTEMS UPDATE

The Department provides medical assistance programs to over 375,000 average monthly recipients
and contracts with over 45,000 medical and related care providers. As a result, the Department processes
transactions in a highly automated environment. The Medicaid Management Information System tracks all
Medicaid expenses by both recipient and provider. In addition, the Department uses the Oracle Financia
Accounting System to report its operational expenses to the federal government and to interface with the
Commonwedlth’'s Accounting and Reporting System. Consequently, the Department has spent substantial
resources to successfully make itself Y2K compliant. The next section provides an update on the status of
their conversion and new system devel opment.




In 1998, the Department began to identify and address critica business systems for Y2K
compatibility. Currently, the Department has completed 100 percent of the renovation and testing of their
critical systems and is working on testing and completing their mission important systems. Mission important
activities are not essential to the critical operations of the agency.

The Department has developed contingency procedures to handle data exchange through interfaces
including the transfer of eigibility data from the Department of Social Services, provider payments through
the Department of Treasury, and the exchange of data with the federa government. The agency is testing
these procedures to ensure their effectiveness. As of August 31, 1999, the Department spent $5.9 million for
their Y2K efforts.

The Department assumes that al Medicaid providers will not be Y 2K compliant on January 1, 2000.
Therefore, the Department plans to pay providers using a process called “Windowing”. “Windowing” uses
computer programs to convert dates in data files to the correct date. For example, if the two digits at the end
of ayear are 49 or less, then the system automatically puts “20” in front of it and it becomes 2049. If the two
digits at the end of the year are greater then 50, the system puts “19” in front of it and it becomes 1950. This
Y2K methodology will only be effective until 2049. However, the Department plans to have the new
Medicaid Management Information System fully operationa by June 2001.

New Medicaid Management Information System

The Department contracted First Headth Corporation in February 1998 to develop a new Medicaid
Management Information System (MMIYS) that includes planning, implementation, and fiscal agent activities.
Specificaly, the contract provides for bank account management, claims processing operations, System
operations, maintenance, and future modification. The contract also provides for operation of the
Department’s other programs such as State and Local Hospitdization, Long-term Care, Involuntary Mental
Commitments, Budget Control, Indigent Trust Fund, Children’s Medica Security Insurance Plan and
Managed Care. The new MMIS will serve two primary purposes. (1) to process hedlth care transactions, and
(2) to retrieve hedth care information.

The MMIS contract totals $15,523,911 for the Planning and Implementation and includes nine
distinct tasks. First Health Corporation receives a predetermined percentage of the total contact price upon
completion of each task. To date, First Hedlth Corporation has completed two of the nine tasks, which is
approximately $1.5 million or 10 percent of the contract price.

Review Available Resources for the Upgrade of Oracle Financials

The Department acquired the Third Party Liability Receivable system to improve its billing and
tracking capabilities. This system uses an Oracle Financia software package and the Department made
sgnificant modification to the receivable module. This system is effective and has improved the
Department’s tracking, billing and collection of revenue from individuals having other sources of insurance
while receiving Medicaid.

The Department is planning to upgrade this system to a newer version in the near future. This
upgrade will provide the Department with some significant opportunities to take advantage of the newer
version of Oracle Financia software enhanced capabilities.



Oracle Financia software is an enterprise system that allows an organization to integrate operations,
functions and the flow of information across organizational structures, networks and systems. These systems
allow management to design and modify workflows to improve efficiency within the structure of the
software.

The implementation of enterprise systems requires that the organization have resources with an
integrated knowledge of the system capabilities and the organization's existing operations. These resources
are essentia to take full advantage of the opportunity available with the upgrade to the new version. In
addition, these resources will help the organization look at aternatives and different means of processing
information.

Recommendation: Management should determine if it has sufficient resources to re-examine its processes,
organizational structure and understanding of the software to fully take advantage of this opportunity. The
Department may consider focusing on some employees for specia training or look to other means for these
resources. We believe that sufficient incremental savings will occur to recover the cost incurred of providing
these resources and provide greater organizational flexibility.

NEW PROGRAMS

In addition to implementing Y 2K compliant systems, the Department has also focused its attention on
the development of new programs. The Children's Medical Security Insurance Plan is a program that is
intended to provide hedlth care coverage to uninsured children who are in low income families, but do not
qudify for Medicaid. The Comprehensive Services Act is a program for “at risk” youth, which extends
Medicaid covered services.

Virginia Children’s Medica Security Insurance Plan

In November of 1998, the Commonwealth implemented the Children’s Medical Security Insurance
Plan. The program provides assistance with comprehensive health insurance coverage for digible individuals
under eighteen. An individud is digible if they do not quaify for Medicaid, have no health insurance, or
their policy, plan or contract does not provide a set level of health benefit coverage. Based on Department
guidelines, the Department of Socia Services determines recipient eligibility, and Benova, a contracted
enrollment broker, educates and enrolls eligible recipients into an appropriate HMO or primary care provider.

The Children’s Medical Security Insurance Plan uses the same provider network as Medicaid. In
areas of the Commonwealth, where HMOs are available, recipients are enrolled in Medallion 1. Otherwise,
the Department will enroll recipients in Medallion, the Department’s primary care provider program for fee
for service.

Enrollment was 10,231 at June 1999, which was significantly below the Department’s original
projection. The Department of Social Services launched a (summer) outreach campaign to address this issue.
As a result, enrollment increased to 15,350 by September 1999. The Department estimates that enrollment
will increase to 63,200 by 2002.

Estimated Estimated Annual  Federally Funded State Funded

Fiscal Year Enrollment Expenditures Expenditures Expenditures
2000 35,786 $25,637,208 $16,964,141 $8,673,067
2001 57,208 $55,962,433 $37,080,708 $18,881,725

2002 63,200 $75,095,045 $49,788,015 $25,307,030



Comprehensive Services Act

The Comprehensive Services Act requires the Department to reimburse therapeutic treatment foster
care and residential treatment as a service under the Early and Periodic Screening, Diagnosis and Treatment.
The Department began to reimburse for thergpeutic foster care January 1, 1999 and will reimburse for
residential treatment in psychiatric facilities on January 1, 2000.

Therapeutic foster care provides a treatment environment for troubled children. Residential services
cover inpatient psychiatric services. The Department will pre-authorize residential services as it does for all
other similar services.

The Department plans to obtain a Federal Funding Participation rate for Medicaid medical dollars of
51.60 percent and the remaining 48.40 percent from local governments for the local match share.

GENERAL OPERATIONS

Following is a discussion of some the Department’s other operations during fiscal year 1999.
Incorporated with our discussion of operations, we have included any internal control or compliance findings
we encountered during the audit. We have three sections in the remainder of the report, Medicaid Expenses,
Non-Medicaid programs and Administrative Activities.

MEDICAID EXPENSES

The Department administers Medicaid under a State Plan approved by the U.S. Department of Health
and Human Services Hedlth Care Financing Administration. The State Plan indicates the State’ s decisions
concerning eligible groups, type and range of services, payment levels for services, and administrative and
operating procedures.

Several other agencies work with the Department in delivering services or monitoring participants
and providers. The Department of Social Services determines recipient eligibility. The Department of Health
monitors the hedth and safety of Nursing Facilities. The Department of Headth Professons maintains
licensure documentation on Health Professionals. And, the Medicaid Fraud Control Unit at the Office of the
Attorney Generd helps to control provider fraud in the Medicaid Program.

Medical assistance payments made up 96 percent of the Department’s total expenses in fisca year
1999 a $2.5 hillion. The federal government and the Commonwealth jointly funded these expenses at 52
percent and 48 percent, respectively. The Department classifies medical assistance payments into twelve
provider categories for federa reports. Below is a breakdown of expenses by provider type.



1999 1998 1997 1996

(in millions) (in millions) (in millions) (in millions)

Inpatient Hospital $ 4891 19%  $ 4910 21% $ 4872 21% $ 4885 2%
Nursing Fecilities 424.2 17% 410.0 17% 397.7 17% 3934 18%
Other Long Term Care 109.9 4% 1132 5% 1121 5% 96.7 4%
MHMR Fecilities 2215 9% 2024 8% 182.8 8% 211.8 10%
Other Mental Health Programs 1931 8% 1842 8% 162.0 7% 1400 6%
Prescribed Drugs 262.4 10% 2220 % 201.3 9% 1782 8%
Physicians 159.2 6% 1758 7% 177.0 8% 1826 8%
All Other 186.6 7% 170.0 7% 161.7 7% 1522 7%
Outpatient Hospital 1184 5% 110.3 5% 1075 5% 107.8 5%

Total Claim Payments 2,164.4 86% 2,079.9 87% 1,989.3 87% 19512 8%
HMO Fees 2228 % 1917 8% 1932 8% 1468 7%
Medicare Premiums 745 3% 721 3% 714 3% 69.1 3%
Administration 59.3 2% 495 2% 414 2% 36.8 2%

Other Medicaid Payments 356.6 14% 313.3 13% 306.0 13% 252.7 11%

Total Medicaid Payments ~ $2,521.0 $2,392.2 $2,295.3 $2,203.9

Source: 1998 Virginia Medicaid Statistical Report CARS 1499 Report

Inpatient Hospital, Nursing Fecilities, and Health Maintenance Organization represent the three
largest payment categories for the Medicaid program. Over the last three years, they have accounted for 46
percent of the total expenses and are three areas undergoing significant change in either service ddlivery,
recipient participation or growth. This section addresses some of the action the Department is taking in each
of these areas.

| npatient Hospital

Diagnosis Related Groupings Implementation

The Department and the Virginia Hospital Association cooperatively developed a new
payment system, Diagnostic Related Groupings (DRG), to provide Medicaid payments to inpatient
hospitals. DRGs reimburses hospitals an agreed upon amount per diagnoss, therefore, eliminating
the need for the processing of cost settlements. The Department elected a two-year transition period,
fiscal 1997 and 1998, to convert from the old per diem methodology to DRGs.

The Department awarded a contract to First Health in October 1997 to develop a DRG claims
processing system within the existing MMIS. The Department should have begun processing clams
for hospitals using the DRG methodology during fiscal year 1999. However, the Department and
First Health did not have the MMIS requirements in place to alow claims processing under the new
method. The Department expects to implement the new DRG claims system by January 1, 2000.



During fiscal year 1999, the Department continues to pay hospitals using the per diem
methodology. The Department included in the per diem rates prior year operating costs and an
inflation allowance for fiscal year 1999 payments. Although actua payments used the per diem rates,
year-end settlements will incorporate an adjustment to the DRG rate for services rendered during the
year. The Department estimates cost settlement payable will increase $8.1 million to $44.3 million
for fiscal year 1999 to reflect the effects of the switch from per diemsto DRGs.

Nursing Facility Expenditures

Nursing facilities provide long-term care services to digible individuals. The criteria for
assessing an individual’s eigibility for Medicaid payment of nursing facility care consist of two
components: 1) functional capacity and 2) medical or nursing needs. Before admitting persons to a
nursing facility, there is a screening to determine the medical need or the potentia for placement in an
aternative community-based care program. While there are an unlimited number of nursing facility
days, a patient undergoes semi-annual condition reviews to determine their continuing need and
appropriate level of care.

Payments to nursing facilities accounted for 17 percent of total medical assistance payments
in fiscal 1999. The nursing homes bill the Department on a per diem basis using approved rates. The
Department uses the “Patient Intensity Rating System” or PIRS to reimburse providers of nursing
facility care. PIRS is a patient-based methodology which links a nursing facility’s per diem rate for
direct patient care operating expenses to the intensity of services required by the patients. The
Department and the Joint Legidative Audit and Review Commission are reviewing the adequacy of
reimbursement rates for Nursing Facilities.

The Department’s utilization review anaysts make unannounced site visits to Nursing
Fecilities to determine if the facility is using accurate Activities of Daily Living Scores (ADL’S)
when billing Medicaid. This review aso determines if a recipient is actualy functioning at the level
of care that the Department reimburses the Nursing Facility. The Department is not updating the
Long-term Care information system when utilization review analysts find incorrect reporting of ADL
scores, which could lead to erroneous payments to the Nursing Facilities. According to Title 42 of
the Code of Federa Regulations Sec. 456.3, the Department must implement a statewide surveillance
and utilization control program that safeguards against unnecessary or inappropriate use of Medicaid
services and against excess payments.

Recommendation: We recommend that the Department correct Patient Intensity Rating System
Scores in MMIS.  In addition, the Department should develop procedures to ensure that the Long
TermSCare - Activities of Daily Living Scores, as determined by Utilization Review, are updated in
MMIS,

Heath Maintenance Organizations (HMQOs)

Enrolling Medicaid recipients into a Managed Care program continues to be a Department
priority. Managed Care programs include a variety of hedthcare financing and delivery options
designed to reduce costs by eliminating unnecessary and inappropriate services. Depending on the
service area where they reside, recipients may enroll with either an HMO or a primary care provider
(PCP).



At the beginning of fiscal year 1999, the Department had two active HMO programs, Options
and Medallion 1l. During the 4" quarter of fisca 1999, the Department transferred al Options
recipients to Medadlion I1. Meddlion Il is the Commonwesalth’ s mandatory HMO program that began
in January 1996 in the Tidewater communities. Under this program, all recipients must select or

receive assignments to one of seven HMOs.

Medallion Il has since expanded into the Central Virginiaregion. The Department also plans
to expand in the northwest region, including areas like Northern Virginia, Roanoke, and
Charlottesville. HMO availability by locdity has increased from 27 percent in 1997 to 34 percent in

1999,
Number and Percentage of Localities served by Medicaid HMOs

July 1,1997 July 1,1998  July 1,1999

Medallion Il Localities 7 13 46
Options Localities 29 17 -
Total Localities Served by HMOs 36 30 46
Totd Locditiesin Virginia 134 134 134
% of Localities with Medicaid HMOs 27% 22% 34%

Medicaid recipients in HMOs as a percentage of those dligible for Medicaid has steadily
increased from 22 percent in 1997 to 31 percent in 1999.

Number and Percentage of Enrolleesin HMOs

July 1,1997 July 1,1998 July 1,1999

Tota Enrollees 113,341 103,411 149,697
Total Medicaid Eligibles 517,272 496,161 490,445
% of Medicaid Eligiblesin HMOs 22% 21% 31%

Recipients automatically excluded from Managed Care enrollment are long term care
residents, recipients participating in federal waivers, recipients with comprehensive insurance
coverage (including Medicare), foster care children, aliens and refugees.

Capitation Rate Development

The HMOs received a capitated rate based on each recipient enrolled.
PriceWaterhouseCoopers LLP through the Birch & Davis contract develops the capitation rate.
HCFA Regulations require that rates not exceed the equivalent cost under a Fee for Service plan.
Current rates equa 95 percent of the Fee for Service equivalent cost.



Anaysis of cost saving for recipientsin Medalion Il

Fee for Service equivaent cost for Medallion I recipients $209,326,166
Less Meddlion Il HMO capitation payments (1201,122,485)
Gross savings before direct administrative costs 8,203,681
Direct administrative costs:

Less Benova FY 99 expenditures ( 1,509,277)
Less Birch & Davis FY 99 expenditures (__ 1,200,000
Net estimated savings $ 5494404

Other Federal And State Compliance Findings

Complete Timely I nvestigations of Recipient Fraud

Finding: As noted in fiscal year 1998, the Department did not complete timely investigations of
recipient fraud. In fiscal year 1999, the Department had 1,232 cases against Medicaid recipients,
which were not actively investigated. We estimate the total vaue at approximately $7-$9 million.
While the Department is unlikely to recover any amount equivalent to the fraud, active investigations
can serve as a deterrent againgt recipient fraud.

According to the State Plan and Title 42 of the Code of Federa Regulations Section 455.16, “the
Department must continue a full investigation until legal action is initiated, the case is closed due to
insufficient evidence, or the matter is resolved between the department and recipient.” The resolution
may include sending a warning letter and or seeking recovery. The Department should investigate
recipient fraud cases and initiate recovery from recipients, timely.

Recommendation: We recommend that the Recipient Audit Unit complete timely investigations for
dlegations of recipient fraud to increase the prompt identification of ineligible or fraudulent
recipients. The Department should ensure the Unit has sufficient resources to complete these
investigations timely.

Investigate M edicaid Eligibility Quality Control Error Cases

Finding: The Medicaid Eligibility Quality Control (MEQC) program is a joint effort of Socia
Services and the Department. The Department selects a sample of enrolled recipients and Socia
Services re-determines recipient eligibility. After Social Services completes their investigations, they
report the results back to the Department for further investigation. There were 22 MEQC cases, with
a potential estimated recovery of $84 thousand, which the Department did not investigate in fisca
year 1999,

According to Title 42 of the Code of Federal Regulations 431.820 (@), the Department must take
action to correct any active or negative case action errors found in the sample cases. Corrective
action would involve further investigation of the ineligible cases identified by Social Services and an
attempt to recover the misspent funds.



Recommendation: We recommend that the Department investigate recipient ineligibility cases
identified by Social Services. The Department should ensure that sufficient resources are available to
compl ete these investigations.

Improve Provider Enrollment Documentation
Finding: According to Title 42 of the Code of Federal Regulations, Sec. 431.107, there should be an
agreement between the Medicaid agency and each provider on file. The First Heath Provider

Enroliment unit, a Department contractor has responsibility for maintaining provider enrollment
documentation and we found that one of five provider agreements was unavailable.

Recommendation: We recommend that the Department better manage the First Health Services
Corporation contract in order to obtain access to Provider documentation.

Internal Control Findings

Improve Medicaid I nformation Security Administration

Finding: Asnoted in fiscal year 1998, the Department does not have an Information System Security
officer who reviews system access for MMIS. This can result in inappropriate access to MMIS. In
fiscal year 1999, eeven individuas have system access to the GEO Fee files, which is critical for
paying claims. Six of the individuals are no longer with the agency. This lack of security over the
GEO Fee files places the Department at an unnecessary risk of making improper and inaccurate
payments.

Recommendation: We recommend that the Department continue their efforts to enforce security
policy and review user access to reduce the risks associated with inappropriate access to Medicaid
data. Specificaly, management should require Divison Supervisors to review user access as job
responsibility changes.

Improve Security Controlsfor Technician Codes

Finding: As noted in fisca year 1998, the Department does not maintain adequate security to
prevent unauthorized use of technician codes. The codes are not machine addressed or employee
specific and do not have password protection. The lack of password protection allows anyone
accessing the resolution screen to resolve clams with any technician code. Therefore, the
Department can not hold technicians accountable for their actions to resolve pended claims.

Recommendation: We recommend that the Department implement security controls over technician
codes to ensure accountability of all pended resolutions.



NON-MEDICAID PROGRAMS

In addition to Medicaid, the Department also administers the following non-Medicaid programs:
Involuntary Mental Commitments Program
Virginia Children’s Medica Security Insurance Plan
Indigent Healthcare Trust Fund
Continuing Income Assistance Program
Medica Assistance Services (Non-Medicaid)

Total Non-Medicaid expenditures were $34,078,535 and $33,630,521 in fiscal years 1999 and 1998,
respectively, making up approximately two percent of the agency’s total expenditures in both years.

Involuntary Commitment Program

The Involuntary Commitment Program manages and reimburses providers and others for the
care of individuals under Temporary Detention Orders. The courts issue temporary detention orders,
when it has probable cause to believe that an individual presents an imminent danger to self or others
as a result of mental illness. Providers receive reimbursement based on the number of days detained
and the availability of any other type of medica coverage. The Department administers this function
for the Supreme Court of Virginia

Virginia Children’'s Medical Security Insurance Plan

The Trust Fund can receive state appropriations, employer contributions, and al grants,
donations, gifts, and bequests from any source, public or private, for matching federal funds.

Indigent Healthcare Trust Fund

The Indigent Hedlthcare Trust Fund receives General Fund appropriations and contributions
from hospitals and other sources for the purpose of distributing funds to hospitals with a
disproportionate share of charity cases.

Continuing Income Assistance Services

Licensed Adult Care Residences provide regular assisted living services to persons who have
dependencies in two or more daily living activities. This state-funded program provides the Adult
Care Residence with a per diem reimbursement of $3.00 per day (not to exceed $90 monthly), in
addition to the Auxiliary Grant or Genera Relief payment. The Department considers the
reimbursement as payment for the Adult Care Residence’ s administrative costs.



Medical Assistance Services (Non-Medicaid)

Health Premium Assistance for HIV-Positive Individuals

There are two premium assistance programs administered by the Department that benefit
HIV-positive individuals. One is under the Medicaid HIPP Option and the other is a genera funded
program referred to as the HIV Assistance Program. The HIV Assistance Program is a non-Medicaid
program that pays the premium for health insurance of individuals diagnosed with HIV/AIDS whose
physician certifies them as disabled. HIV clinics, providers, and the Department of Health refer
individuals to the Department for digibility determination.

State and Loca Hospitaization Program

This program is a cooperative effort between the Commonwesdlth and the localities to provide
indigent individuals with access to inpatient, outpatient, ambulatory surgical, and local health
department services. The Commonwedth, through genera fund appropriations, provides at least 75
percent of the program’s funding. Localities must participate and fund the remaining 25 percent of
the program costs.

A four-year trend of each program’'s expenses indicates a significant decrease in Involuntary

Commitment expenses due to a change in reimbursement rates, and a significant increase in the Children’s
Medical Security Insurance Plan due to the initiation of the program:

Trend of Non-Medicaid Expenditures
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ADMINISTRATIVE ACTIVITIES

Externa Contracts

The Department spent approximately $60 million for administrative services during fisca
year 1999. Of this amount, 82 percent consisted of contractual services for Y2K conversion, MMIS
design, managed care, and cost settlements. Contractual services increased from $37 million in fiscal
1998 to $49 million in fiscal 1999. The significant increase in contractua service comes from the
emphasison Y 2K conversion and implementing the new MMIS system.

1999 1998 $Change  %Change
Payrolls $12,345,792 $13,021,846 $ (676,054) -5%
FHC-Computer Services-Medicaid 12,230,368 9,486,130 2,744,238 29%
Information Management Design 6,516,689 2,067,745 4,448,944 215%
Management Services 13,204,206 9,945,552 3,258,654 33%
Auditing Services 4,431,165 2,509,800 1,921,365 7%
Other Expenses 10,770,038 12,453,647 (1,683,609) -14%
Total Administrative Expenses $59,498,258 $49,484,720 $10,013,541 20%

Reconciliation of Medicaid Bank Accounts

The Department uses a fiscal agent, First Health Services Corporation, to pay al providers
for services to recipients. First Hedlth uses MMIS to do an automated review of the provider billings
to determine that recipients are eligible and that the claims fall within the Department’s guidelines. If
the claim passes the automated review, First Health pays the provider using its Zero Balance Account
and notifies the Department of amounts paid.

The Commonwealth maintains a Medicaid Concentration Account to account for medical
assistance payments. At the Department’s request, the Commonwealth’s Department of Treasury
transfers funds from the General Fund to the Medicaid Concentration Account.

As provider checks clear the bank, the Bank transfers funds from the Medicaid Concentration
Account to First Hedth's Zero Baance Account. The Department reconciles the Medicaid
Concentration Account to the Commonwealth’s Accounting and Reporting System (CARS) and to
First Hedlth’'s Zero Baance Account.

Recommendation: The Department has attempted to reconcile the balance in First Hedlth’'s Zero
Baance Account to CARS. Since, the Department does not have full access to al of First Hedlth's
accounting transactions; it cannot, therefore, make adjustments for reconciling items. Thus the
reconciliation listed numerous items as reconciling and unless the process changes, the listing will
only continue to grow.

Due to the inefficiency of the reconciliation process, we recommend that the Department discontinue
reconciling CARS to the Zero Balance Account. However, the Department should continue to
monitor al transfers between the Commonwedth’'s Medicaid Concentration Account and First
Hedlth's Zero Baance Account to ensure accuracy and compliance with the Cash Management
Improvement Act agreement with the federal government.



December 1, 1999

The Honorable James S. Gilmore, 111 The Honorable Richard J. Holland
Governor of Virginia Chairman, Joint Legidative Audit
State Capitol and Review Commission
Richmond, Virginia Genera Assembly Building

Richmond, Virginia

INDEPENDENT AUDITOR'S REPORT

We have audited the financial records and operations of the Department of Medica Assistance
Services for the year ended June 30, 1999. We conducted our audit in accordance with generaly accepted
government auditing standards issued by the Comptroller General of the United States. Our audit objectives,
scope, and methodology follow:

Audit Objectives, Scope and Methodology

Our audit’s primary objectives were to:

evaluate the accuracy of financia transactions recorded on the Commonwesdlth’'s
Accounting and Reporting System;

review the Department’ s system devel opment and implementation efforts;
review the Department’ s internal controls over the Medicaid program;

determine whether management administered federal assistance programs in
compliance with applicable laws and regulations; and

determine the status of findings contained in our prior year report.

We obtained an understanding of the relevant policies and procedures for the Department’s internal
accounting controls. We evauated and considered materiaity and control risk in determining the nature and
extent of our audit procedures. We performed audit tests to determine whether policies and procedures were
adequate, had been placed in operation, and were being followed. In meeting our audit objectives, we also
assessed compliance with applicable laws and regulations; tested transactions; examined files, documents,
policies and procedures; interviewed agency management and staff; and observed the Department’ s and fiscal
agent’ s operations.



Management’ s Responsibility

The Department’s management has responsibility for establishing and maintaining internal controls
and complying with applicable laws and regulations. The objectives of interna controls are to provide
reasonable, but not absolute, assurance that assets are safeguarded and transactions are processed in
accordance with management’s authorization, properly recorded, and comply with applicable laws and
regulations.

Our audit was more limited than would be necessary to provide an opinion on internal controls or on
overall compliance with laws and regulations. Because of inherent limitations in any internal control, errors,
irregularities, or noncompliance may nevertheless occur and not be detected. Also, projecting the evaluation
of internal controls to future periods is subject to the risk that the procedures may become inadequate because
of changes in conditions, or that the effectiveness of the design and operation of policies and procedures may
deteriorate.

Audit Conclusions

We found that the Department properly stated, in al material respects, the amounts recorded and
reported in the Commonwedath Accounting and Reporting System. The Department records its financial
transactions on the cash basis of accounting, which is a comprehensive basis of accounting other than
generally accepted accounting principles.

We noted certain matters involving internal controls and its operation that we considered to be
reportable conditions. Reportable conditions involve matters coming to our attention relating to significant
deficiencies in the design or operation of internal controls that, in our judgment, could adversely affect the
Department’s ability to record, process, summarize, and report financial data consistent with the assertions of
management in the financial records. We believe none of the reportable conditions included in this report are
material weaknesses.

The results of our tests of compliance found issues of noncompliance that we are required to report
herein under Government Auditing Standards, which are described in our report.

The Department has not taken adequate corrective action with respect to the previously reported
findings listed below. Accordingly, we included these findings in this report.

Improve Medicaid Information Security Administration
Complete Timely Investigations of Recipient Fraud

Improve Security Controls for Technician Codes

The Department has taken adequate corrective action with respect to all other audit findings reported
in the prior year that are not repeated in this report.

EXIT CONFERENCE

We discussed this report with management at an exit conference held on December 1, 1999.

AUDITOR OF PUBLIC ACCOUNTS
WJIK /kva
kvai4l



